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Mr. Maenuson, from the Committee on the Judiciary,: submitted 
the following 


REPORT 
{To accompany S. 25] 


The Committee on the Judiciary, to which was referred the bill 
(S. 25) to amend an act entitled ‘‘An act to establish a uniform system 
of bankruptcy throughout the United States”, approved July 1, 1898, 
and acts amendatory thereof and supplementary thereto, having con- 
sidered the same, reports favorably thereon, with an amendment in 
the nature of a substitute, and recommends that the bill, as amended, 
do pass. 


AMENDMENT 


Strike out all after the enacting clause and insert in lieu thereof the 
amendment in the nature of a substitute (as indicated by line type 
and italics in the print of the bill submitted herewith). 


PURPOSE 


The purpose of this bill, as amended, is to add to the Bankruptcy 
Act a new chapter, to be numbered XVI, and to deal with the subject 
matter of ‘Farmer-debtor relief.” This new chapter XVI would 
become a permanent part of the Bankruptcy Act and would replace 
presently existing section 75 which has been extended from time to 
time, the last extension having expired on March 1, 1949. 


STATEMENT 


The bill being reported by the committee is an amendment in the 


nature of a substitute to S. 25 with certain technical and procedural 
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changes. There has been a section incorporated from the original 
5. 25, as well as one section deleted from the amendment in the 
nature of a substitute, but in the main this bill as reported is the 
amendment in the nature of a substitute to S. 25, which was introduced 
by Senator McCarran for himself and Senator Hayden on May 2, 1951. 
The section carried over from S, 25, which was not in the amendment 
in the nature of a substitute, is section 1044, which provides for 
certain income-tax exemptions under this proceeding. This is a 
section generally appearing throughout bankruptcy statutes of this 
nature. The section deleted from the McCarran amendment in the 
nature of a substitute was section 1051 which prohibited a farmer: 
debtor from relief under any chapters other than I to VII of the 
Bankruptcy Act and this act. The committee is of the opinion that 
to deny a farmer-debtor the choice of reliefs that exist under other 
chapters of the bankruptcy act would be to do that class of persons an 
injustice, since such prohibition is not generally applicable to others. 

Legislation dealing with farmer-debtor relief was originally enacted 
in the year 1933, as section 75, of the Bankruptcy Act. It carried a 
limitation as to the time within which petitions could be filed to ob- 
tain the benefits of the provisions of said section. The time within 
which petitions could be filed under said section has been extended 
from time to time, the last extension being to March 1, 1949, as pro- 

vided in Public Law 495, Eightieth Congress, approved April 21, 1948. 

— Presently existing section 75 has always been considered as emergency 
legislation, and the various extensions of time within which petitions 
might be filed has always been on a temporary and emergency basis. 
It is now believed that the farmer-debtor-relief provisions of the Bank- 
ruptey Act should be made permanent, and no longer dealt with on 
such temporary or emergency basis, 

A full factual justification for this position would require a detailed 
recital of the financtal plight in which farmers found themselves, 
beginning in the early 1930’s and continuing to date. Suffiee it to say 
that about the vear 1930, and following, the farming industry found 
itself practically bankrupt. Farmers were losing their farms and being 
forced to move. They had no place to go, because there was no 
employment except such as was furnished by the Government under 
such ‘‘made work’’ projects as WPA, PWA, etc. The general condi- 
tion of the farming industry was not such as might have been explained 
as merely some of the less-efficient farmers being normally pushed out 
of an industry in which they were not suited. Regardless of the ability 
and efficiency of the farmer, he could not, with the then current prices 
of his products, make a living farming. He was being forced to operate 
his farm at a loss, and the more farm products he produced the more 
he lost. True, many farmers did not owe on their farms but, in fact, 
had reserves of savings on which they could draw to tide themselves 
over. But the farmer who had no such reserve of savings was forced 
to borrow money on his farm, and the farmer who owed on his farm 
was forced to increase his borrowings. In both instances, after a lien 
was placed on the farm, there was no possible way (except from sources 
outside the farming operation) that a farmer could hope or expect to 
pay off the loan, or, in fact, even meet the interest payments on it. 
The net result was that had the farming industry, as a whole, been 
pushed for repayment of the debts of the industry it would have been 
wiped out. The problem was not local in scope. Since farming is 
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probably the basic industry of the Nation, it assumed proportions of 
a national calamity. Farm lands worth as much as $50 per acre were 
selling for fantastically low prices, as low as $2.50 to $5 per acre, and 
this was not just in one locality but was county-wide and State-wide. 

The banks, insurance companies, and other financial interests that 
owned the loans on the farms did not wish to push the debtors but, 
when the interest payments and principal payments were hot met, they 
had no alternative. If they failed to collect, they could not them- 
selves remain solvent. 

The situation of farmers today is entirely different. They are 
generally in a prosperous condition, have built up substantial reserves 
in the form of savings, and are, to a great extent, protected in the 
foreseeable future against any large impairment of income by the 
price-support programs of Government. 

However, even during the times when farmers are generally pros- 
perous in this country, “there are some who ere faced with so-called 
local emergencies and subjected to ruin through no fault of their own. 
It can be said that this bill is designed so as to provide relief as needed 
and deserved by the individual farmer as distinguished from those of a 

iven area. In other words, the committee recognizes that there may 

e an individual emergency wherein a farmer finds himself im dire 
circumstances due to causes beyond his control. A farmer who 
would be entitled to the benefits of this bill would be granted 
moratorium for the duration of his emergency. Such an indefinite 
moratorium geared to the needs of each individual farmer is the back- 
bone of this bill, as the farmer himself is the backbone of this Nation 

If the legal and economic principles embodied in foreclosure mora- 
toria are good for mass emergencies, they should be equally good in 
individual or localized emergencies of the same nature. 

The committee’s intentions in approving this bill revolve around the 
integrity of the individual farmer and fairness to the source of his loan. 
Certain compromises have been made in order to maintain and 
strengthen the favorable position now enjoyed by farmers in obtaining 
financial backing which is so necessary to their operation. Efforts 
have been made to avoid the provocation of inadequate operating 
capital for farmers. Only simple arithmetic is required to recognize 
that inflated loans are necessary to operate under conditions of infla- 
tion. It is believed that permanent legislation on this subject pro- 
viding for scaling of debts secured by farm property would adversely 
affect farmers in obtaining adequate loans on which to efficiently 
operate. Such a situation would have its effects on the entire popula- 
tion of this country for the reason that the livelihood and economy 
of this Nation are dependent upon the success or failure of its farmers. 
For the foregoing reasons there is no provision in this bill which would 
effect a scaling of secured debts. It is believed that to include pro- 
visions in that regard, at this time, would tend to restrict, limit, or 
dry up agricultural credit. Contrary to such a possibility, expanded 
credit is needed by farmers in order to increase production that this 
country may meet its obligations and commitments to the less 
fortunate governments and peoples of the world. It would appear 
from these considerations that overproduction of farm crops is 
extremely unlikely, if not impossible. 

Another feature of this bill is the economical administration which 
would be effected by provision for a minimum of hearings and dis- 
tribution of costs between the parties. 
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Some argument has been presented that due to the generally pros- 
perous condition of the farmers, such legislation is not presently needed. 
However, those who have advanced that argument have lost sight of 
the local and individual failures which could not be controlled. 
Further, they have overlooked the possibility of future depressions 
and failures on a national scale. It is felt that to deal with permanent 
legislation on this subject at the present time or prior to the develop- 
ment of widespread distress, it could be done more wisely under a 
calm atmosphere, and the “rules of the game’’ could be known in 
advance of an emergency. Such permanent legislation would provide 
a basis for a smoothly functioning credit system which is an essential 
requirement in modern agriculture. To establish the procedure, 
under which such a law would be administered, prior to the need 
thereof would certainly improve the results to be obtained. Uni- 
formity of legal procedures for handling farm mortgage delinquencies 
throughout the country is highly desirable from the viewpoint of the 
lenders, the farmers, and the efficiency of the long-term credit system 
as a whole. Enactment of such a law as this proposed legislation 
should be much more preferable to uncoordinated action by States. 
This would permit the larger lending institutions to adjust their 
operations on a Nation-wide basis ane possibly reduce their costs to 
borrowers. Savings are always effected when production line methods 
are employed. 

There is certainly no intent, on the part of the committee, to pro- 
tect incompetent or dishonest operators who fail to live up to their 
debt commitments. It is undesirable for debtor assistance to go so 
far as to protect incompetent or negligent borrowers. There will, of 
course, be cases where farmers are so overburdened with debt that a 
scale-down settlement or foreclosure is the only solution. This pro- 
posed moratorium law is not designed to serve such cases. 

It is believed that these proposed permanent statutory provisions 
for adjusting the time shadede of debt payments in individual cases 
of emergency might well become a valuable improvement in the legal 


A\ and economic aspects of the farm credit system. 
poe 


Since most interested parties are already familiar with section 75 
of the act, it may be well to discuss briefly the principal features of 
this bill wherein it differs from section 75, and to outline the pro- 
cedures to be followed. 

The petition would be filed with the court and upon approval! the 
judge may refer the proceedings to a referee. The judge, or, if the 
proceedings are referred to a referee, the referee would promptly call 
a meeting of creditors. Notice of the meeting would specify the 
purpose of such meeting, which would include a determination of 
cause of the debtor’s distress, setting apart of exemptions, and ap- 
proval or fixing of rental of property to be retained by the debtor. 

If it is determined by the court that the debtor’s distress is due to 
causes within his control, the court would adjudge the debtor a 
bankrupt and direct that bankruptcy be proceeded with pursuant to 
provisions of the act. 

If the cause of debtor’s distress is determined by the court to be 
beyond the debtor’s control, the court would enter an order granting 
the debtor a moratorium for the duration of the emergency without 
limit as to term of years. The rental proposal is then considered, 
adjusted, if necessary, by the court, and approved. Such rental 
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would be paid into court and distributed as follows: The first 10 per- 
cent deposited with the clerk and transmitted by him in accordance 
with section 72 of the act. The remainder would be used, first, for 
compensation or reimbursement of cost and expenses allowed in con- 
nection with prior petitions or proceedings brought under this chapter ; 
second, for payment of taxes and repairs on the property for which the 
rental is paid; third, applied on claims of secured creditors who have 
claims on the property for which the rental is paid, in order of priority; 
and, fourth, any excess rental from encumbered property and all rental 
from unencumbered property paid to unsecured creditors as their 
interests appear. 

When a moratorium is ordered, creditors would have the right, not 
more often than 2-year intervals from date of the order, to a hearing 
on the question as to whether the emergency has ceased. If the court 
should make a determination resulting in a moratorium of more than 
4 years from date of order granting the moratorium, and such deter- 
mination is affirmed on appeal, any creditor may present the same 
question on petition at 1-year intervals from the date of such deter- 
mination. 

During the moratorium, debtor’s property would remain under 
supervision and control of the court. Reports of the farming opera- 
tions may be required. 

The court could require, after hearing, that the debtor make pay- 
ments into court in addition to the required rental according to his 
ability to pay. 

Within 60 days after final determination that the emergency has 
ceased, the debtor may file a notice of election, electing an extension, 
and accompany such notice with an extension proposal. Such 
proposal should p-ovide for full payment of all secured claims amor- 
tized over a term of years not to exceed the greater of 10 years or the 
original term of years, with interest at the contract rate or 5 percent, 
whichever is the lesser, Such proposal should provide aiso tor the 
paymeat of unsecured debts for which claims have been filed and 
allowed to the extent which the debtor believes he will be able to pay 
from his future income. 

The court would then call a meeting of creditors for the purpose of 
considering the extension proposal. Without objection the court 
would confirm the proposal. If written objections to the proposal 
have been filed the court would enter an order in accordance with 
the proof. The court’s approval of the proposal would have full force 
and effect of a binding contract for redemption between the affected 
parties. Payments are thereafter made direct to creditors entitled 
thereto. The debtor would then be discharged as to all unsecured 
debts not provided for in the extension proposal. 

The court may, at any time during the moratorium, upon written 
application of the debtor, without hearing, transfer the proceeding 
to a proceeding under chapters I to VII, inclusive, of the act. 

The debtor and each creditor would be required to pay all of his 
own expenses, including his attorney’s fees, none of which would be 
allowed or paid out of the rental money or the estate. 

Concurrently with approval of an extension proposal the court 
would enter a final decree discharging the debtor as to all debts 
dischargeable under this proposed chapter, discharging the trustee 
and closing the estate. 
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It has been suggested that Congress may be embarking on class 
legislation if this bill is passed. But, the act of March 3, 1933, in 
addition to section 75, which dealt with “farmer-debtor relief, ” in- 
corporated in the Bankruptcy Act, section 77 and section 77B, 
providing for the reorganization and rehabilitation of railroads and 
other corporations, respectively. These measures were necessitated 
by the severe financial plight of business generally in the early thirties. 
Subsequently, in 1937, Congress also added to the Bankruptcy Act 
sections 81-84, providing for the debt adjustment of financially em- 
barrassed municipalities, taxing agencies, agricultural-improvement 
districts, and the like. 

In 1938 the Bankruptcy Act was revised and expanded. Section 77, 
dealing with railroad reorganization, was retained. Section 77B, pro- 
viding for corporate reorganization, was revised, improved, and con- 
verted into chapter X of the act. In addition thereto, chapter XI was 
enacted, providing for the voluntary arrangement of the unsecured 
debts of smaller corporations and business enterprises; chapter XII 
provided for the voluntary arrangement of individual and partnership 
debts secured by real property; and chapter XIII provided for the 
voluntary arrangement of the debts of wage earners. These measures 
represented legislation of a permanent nature. Today their worth 
in maintaining our capitalistic system in working order is not open to 
question. 

Moreover, in the Seveny-ninth Congress (Public Law 481, act of 
July 1, 1946), sections 81-84, dealing with the adjustment of municipal 
indebtedness, were made permanent. In Senate Report No. 1633 or 
H. R. 6682, Seventy-ninth Congress, second session (1946), and House 
Report No. 2246 on H. R. 6682, Seventy-ninth Congress, second ses- 
sion (1946), it was pointed out that these provisions had served a useful 
purpose in less prosperous days, and that if there should be at some 
time a return to that condition, the statute would be essential to pro- 
vide a method of relief, desirable not only from the standpoint of 
the municipal debtor and its creditors but also from the standpoint 
of the taxpayers of the municipality. These views were concurred in 
by the American Bar Association, the Administrative Office of the 
United States Courts, the Brotherhood of Locomotive Firemen and 
Enginemen, and other groups. 

As further evidence of the necessity for providing specialized 
methods of relief for varying segments of our economy, Congress in 
1948 provided for a modification of railroad financial structures. 
(See Public Law 478, 80th Cong., 2d sess., approved April 9, 1948.) 

These measures demonstrate, therefore, that experience has proven 
the desirability of providing particular means of relief and rehabilita- 
tion, as distinguished from outright bankruptcy, for railroads, cor- 
porations generally, small business enterprises, municipalities and the 
like, and wage earners. It can hardly be argued, then, that the 
farmer—representing a highly individual and unique segment of our 
economic life—should not be accorded a special means of relief tailored 
to his particular needs. As stated with respect to section 75 of the 
act, ‘the farm situation through good years and bad, may well deserve 
the specialized treatment accorded it” (5 Collier on Bankruptcy 
(14th ed. by Moore and Oglebay) 128). While it is true that the 
farmer is exempted from the pains of involuntary bankruptcy, this 
in itself is no solution, for his only real alternative is default and fore- 
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closure—an equally harsh and final remedy. While it has been 
admitted that chapter XII of the act, providing for real property 
arrangements, is open to farmers (Home Owners’ Loan Corp. v. Creed 
(C. C. A. 5th, 1939; 108 F. (2d) 153; 9 Collier, op. cit. supra, 84—86)), 
this chapter was not designed for the rehabilitation of farmer-debtors 
and represents an unsatisfactory and unused substitute (5 Collier, 
op. cit. supra, 128). 

In light of these considerations, the proposals contained in this bill 
present a necessary means of financial rehabilitation especially de- 
signed for the farmer-debtor and those who have extended credit to 
him. It is integrated with and keyed to the other provisions of the 
Bankruptcy Act so as to form a part of a well-rounded and harmonious 
structure of debtor relief for all portions of our economy. 

The committee is aware of the fact that this legislation is complex 
and technical and that from time to time perfecting amendments 
may be in order. For this reason the committee is of the opinion 
that further suggestions to improve this legislation should be invited. 

While it is believed that this bill (S. 25), as amended, is in proper 
form in all details, if minor changes prove advisable as the result of 
future years of experience in its operation, such changes can and 
should be made by amendment. 
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